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YW.
BEFORE THE ARIZONA CORP ORATION COMMIS S ION

DOCKET NO: W-03512A-07-0362IN THE MATTER OF THE APPLICATION
OF PINE WATER COMPANY FOR
APPROVAL TO (1) ENCUMBER A PART
OF ITS PLANT AND SYSTEM
PURSUANT TO A.R.S. §40-285(A); AND
(2) ISSUE EVIDENCE OF
INDEBTEDNESS PURSUANT TO A.R.S.
§40-302(A).

RESPONSE TO STAFF REPORT
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In accordance with the Procedural Order dated September 14, 2007, Applicant Pine

Water Company ("PWCo") hereby files this Response to the Staff Report dated

September 7, 2007. In substance, PWCo and Staff are in agreement that the approvals

sought in this docket are in the public interest and should be granted. Therefore, PWCo

makes this filing to clarify certain matters in response to the Staff Report. In short, the KG

transaction is not a "loan".

PWCo and the  Dis trict have  ente red into a  Joint Well Deve lopment Agreement "to

drill and equip a  deep we ll capable  of producing a  sus ta inable  yie ld of no le s s  than 150

ga llons  per minute  ("rpm") on a  portion of the  KG s ite  and to inte rconnect the  well to Pine

Wate r's  sys tem ("KG Well Project"). S ta ff Report a t 2. The  KG Well Project is  to include

a  fully e quippe d a nd inte rconne cte d production we ll a nd a dditiona l wa te r s tora ge . S ta ff

Re port a t 4. PWCo ha s  a gre e d to inve s t $1 million in the  KG We ll P roje ct. The  Dis trict

has  agreed to inves t $300,000 of capita l in the  KG Well Project, the  es timated cos t to drill

FENNEMORE CRAIG
PROFESSIONAL CQRPORATIQN

PHGENIX



i

te s t we ll ~a t the  s ite . S ta ff Re port a t 2 . Id . In  the  e ve nt the  KG We ll P roje ct is

success ful, PWCo has  agreed to re turn the  Dis trict's  capita l inves tment with a  6% re turn

the reon. Sta ff mischaracte rizes  this  a s  a  "loan." Sta ff Report a t 2, 5.

The  KG tra ns a ction is  not a  loa n. "The  Dis trict will provide  the  $300,000 a s  up-

front capita l to finance  the  cos t of drilling the  te s t we ll." S ta ff Re port a t 2. The  Dis trict is

inve s ting ca pita l to  de ve lop a  we ll, including the  cos t of drilling a  te s t we ll. If th e

inve s tme nt is  s ucce s s ful, P WCo will provide  the  Dis trict with a  re turn on a nd of tha t

inve s tme nt. The  inve s tme nt will be  de e me d succe s s ful if the  K2 we ll ha s  a  sus ta ina ble

yie ld of 150 rpm a s  de fine d in the  Agre e me nt and following e ntry of a n ACC De cis ion

re cognizing the  P roje ct a s  us e d a nd us e ful a nd include d in ra te  ba s e  for ra te  ma king

purpos e s . If the  K2 we ll is  not inte rconne cte d to the  P WCo wa te r dis tribution s ys te m,

P WCo will offe r to conve y title  to the  P roje ct to the  Dis trict a t no cos t to the  Dis trict.

P WCo re s pe ctfully s ubmits  tha t S ta ff is  wrong in cha ra cte rizing the  tra ns a ction a s  a

"loa n."

The  e rror is  unde rs ta nda ble . In  a n  a bunda nce  o f ca u tion ,  P WCo s ough t

Ne ve rthe le s s , PWCo's  continge nt obliga tion to re turn the  Dis trict's  inve s tme nt is  not a

loa n. Nor is  the  lie n, a pprova l of which is  a lso sought in this  docke t, s e curity for a  loa n.

Rather, the  lien secures  PWCo's  performance  according to the  te rms and conditions  of the

parties ' agreement.

Aga in, S ta ff a nd PWCo a re  in ge ne ra l a gre e me nt a s  to the  re lie f tha t s hould be

granted in the  public inte res t in this  docke t. However, in light of the  foregoing discuss ion,

PWCo re spectfully reques ts  tha t S ta ff' s  firs t, s econd and fourth recommenda tions  (S ta ff

Report a t 4-5) be  amended to more accurate ly read:
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"S ta ff re comme nds  tha t the  Commis s ion a uthorize  P WCo to is s ue
e vide nce  of a  continge nt inde bte dne s s  to the  Dis trict in the  a mount of
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$30G,00U, toge the r with  a  6%pe r a nnum~ re turn  the re on, for the
purposes described herein."

"Staff recommends  tha t the  Commiss ion authorize  Pine  Water's  reques t
to encumber its  asse ts  re la ted to the  KG Well Project in an amount not to
exceed $300,000."

"S ta ff furthe r re comme nds  tha t one  copy of the  e xe cute d J oint We ll
De ve lopme nt Agre e me nt, the  Notice  of Continuing Se curity a nd Lie n,
a n d  a n y other docume nt e vide ncing P WCo's indebtedness or
e ncumbra nce  of a  pa rt of its  pla nt or s ys te m re la te d to the  KG We ll
Project be  filed with Docke t Control within 60 days  of execution."

This  will he lp e ns ure  tha t the  te rms  "loa n," "borrow" a nd "borrowing" not be  utilize d by

the  Commiss ion to cha racte rize  the  KG transaction, which is  necessa ry and appropria te

because  no "loan" or "borrowing" is  involved in the  KG is  transaction.

DATED this day of September, 2007.,gm

FENNEMORE CRAIG, P .C.

By
a y E Sha piro

trick J . Bla ck
503 North Centra l Avenue

Suite  2600
Phoenix, Arizona  85012
Attorneys  for Pine  Wate r Company
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ORIGINAL and thirteen (13) copies  of the
foregoing filed this L*'Iiay of September, 2007 :

Docke t Control
Arizona  Corpora tion Commiss ion
1200 W. Washington St.
P hoe nix, AZ 85007
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1 COPY of the  foregoing hand-de live red
this \i747 8ay of September, 2007 to:
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Mr. Dwight D. Node s
Ass is tant Chie f Adminis tra tive  Law Judge
Arizona  Corpora tion Commiss ion
1200 W. Washington Street
Phoenix, AZ 85007
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Mr. Ke vin Torre y, Es q.
Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

COP Y of the  foregoing ma iled
this 9 4 % day of September, 2007 to:

Mr. Michae l J . Ha rpe r
Rensch Walker & Harper PC
111 W. Cedar Lane, Suite  C
Pa yson, Arizona  85541
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